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PEOPLE'S REPUBLIC OF CHINA: KEY ECONOMIC INDICATORS 


1992 
Projected 


Domestic Economy 1/ 
Population (millions) 1,170 
Natural Rate of Population Growth (%) 1.4 
Official Unemployment (avg. % for year) 2.5 
GNP (billion yuan) 2,095 
Real GNP Growth (%) 8.5 
GNP Per Capita (yuan) 2/ 1,790 
Gross Value Indus. Output (billion yuan) 3/ 2,700 
Real GVIO Growth (%) 12.0 
Gross Value Agricul. Output (billion yuan) 3/ 900 
Real GVAO Growth (%) 3.0 
Retail Sales (billion yuan) 1,158 
Real Retail Sales Growth (%) 12.0 
Total Fixed Asset Investment (billion yuan) 4/ 650 
Real Fixed Asset Investment Growth (%) 17.0 


Domestic Finance 
General Retail Price Index (% chg, Dec/Dec) 7.0 
Domestic Money Supply (M2) (billion yuan) 5/ 2,400 
M2 Growth over Prior Year-end (%) 

Govt. Budget Surplus/Deficit as % of GNP 
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Balance of Payments (US$ billions) 
PRC Exports (FOB) 

PRC Imports (CIF) 

Trade Balance 

Tourism Receipts 

Current Account Balance 

Foreign Direct Investment (paid in) 
Foreign Debt, Year-end 

Debt Service Paid (estimated) 5/ 

Debt Service Ratio (% of exports) 
Foreign Exchange Reserves (year-end) 
Average Exchange Rate for Year (yuan/USS) 
Average Swap Center Exchange Rate (yuan/US$) 
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U.S.-China Trade and Investment (US$ billions) 6/ 
U.S. Exports to China (FAS) 

U.S. Imports from China (FAS) 

U.S.-China Trade Balance 

U.S. Share of Chinese Exports (%) 

U.S. Share of Chinese Imports (%) 

U.S. Investment (Cumulative, Approved) 

U.S. Share of Total Foreign Investment (%) 


Notes: 


1/ All yuan are current yuan; growth rates are adjusted for inflation. Statistics for 
1990 and 1991 are from official Chinese sources unless otherwise noted. Embassy estimates 
may differ significantly from official statistics due to different methodology. 

2/ The 1990 per capita cash income of urban residents was 1,387, a real increase of 8.6% 
over 1989; farmers' per capita net income was 630 yuan, a 1.8% real increase. 

3/ In accordance with the Material Product System (MPS) of national income accounting, 
GVIO and GVAO are calculated on a gross rather than net basis. They are not directly 
comparable with GNP and national income, which are calculated on a value-added basis. 

4/ Due to definitional changes, total fixed asset investment reported beginning in 1990 is 
not comparable with prior years. The real growth of 4.5% in 1990 over 1989 was, however, 
calculated on a comparable base. 

5/ Embassy estimates. 

6/ Bilateral trade is based on U.S. Government data. Trade shares are calculated using 
official Chinese data for the totals and U.S. Government data for U.S. exports to and 
imports from the PRC. 





SUMMARY 


In 1992, more than in any recent year, the Chinese economy is at a 
key balance point. The external situation of the People's Republic 
of China (PRC) is particularly strong, and inward capital flows are 
on the rise. Growing areas of the economy continue to turn in the 
direction of market forces. The March 1992 National People's 
Congress (NPC) reaffirmed the leadership's commitment to economic 
reform and growth while debating the pace of such moves; revisions 
to the original keynote speech strengthened the reformist language. 
Nevertheless, the economy as a whole is still burdened by the 
ailing state sector, a rapidly growing budget deficit, great 
inefficiencies in production, aging and inadequate infrastructure, 
and uncertainty over the medium-term political future. The 
government is debating the specifics of a reform strategy for the 
rest of the Eighth Five-Year Plan and is attempting to come to 
terms with widely disparate provincial economic management styles 
(many of which are racing ahead of the pace set in Beijing). A 
long-term prediction about China's economic future must await the 
outcome of the current debate, but at this time the short to 
medium-term outlook is guardedly positive. 


The challenges facing policymakers are tremendous. The budget 
deficit is expanding rapidly. Two-thirds of state-owned 
enterprises are facing financial difficulties. The danger of 
renewed double-digit inflation, beginning again the cycle of 


economic overheating and recession, is a distinct possibility. 
While it is evident that the government has given the green light 
to further reform, the question will be whether reform means a 
resort to previously used piecemeal administrative measures to 
control imbalances in the economy, or whether the government will 


follow through on difficult, but necessary structural adjustment 
plans. 


China's economy continued its relatively stable growth in 1991. 
There was some pickup toward the end of the year as the three-year 
austerity period begun in 1988 was declared at an end. Booming 
exports, combined with high industrial output and near record 
agricultural production (given the midyear flooding), allowed GNP 
to grow by 7 percent. Retail price inflation for the year averaged 
just over 4 percent. Foreign exchange reserves soared rapidly to 
over $40 billion by year's end and put China in a strong position 
vis-a-vis its international debt repayment schedules. China's 
global exports grew by 16 percent in 1991 and imports by 20 
percent; current trends presage a 1992 global trade surplus of $12 
billion. The United States, China's main trading partner, remains 
concerned about barriers hindering access to the China market. In 
October 1991, the United States initiated a Section 301 
investigation of China's market access barriers, followed by 
several rounds of negotiations aimed at removing these barriers to 
trade. U.S. investment in China is picking up after the hiatus 
following Tiananmen Square. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


Economic growth in 1991 relatively steady: The Chinese economy, 
partly through Beijing's efforts and partly as a result of the 
"marketization" of parts of the economy, grew steadily throughout 
1991. The retrenchment period begun in 1988 was officially 
declared to be at an end. The economy is now well placed to 
undergo revived reform and restructuring initiatives which for the 
first time in three years are being actively sponsored by the 
central government. At the same time, serious problems remain. 


Perhaps 35 percent or more of state-run enterprises are losing 
money, absorbing billions of yuan in subsidies. Much industrial 
production is of unsalable goods, and almost 63 percent of bank 
lending to industry is in the form of "working capital loans," 
which basically cover day-to-day expenses of these firms. 
Cascading chains of debt among state-owned firms have been a major 
headache for Beijing throughout the year. The consolidated budget 
deficit (using the International Monetary Fund's methodology) now 
stands at 3.4 percent of China's GNP and is growing rapidly. Tax 
collection is not keeping pace with government expenditures. As 
more of the economy opens up from under the center's control, tax 
evasion has become a serious concern of the authorities. 


Central government problems notwithstanding, the Chinese economy, 
led mainly by the non-state-owned sector, still enjoyed widespread 
success. GNP growth at the end of 1991 reached 7 percent, bringing 


the economy to 1.9 trillion yuan -- roughly $365 billion at the 
year's average official exchange rate of 5.2 yuan to 1 U.S. dollar. 
Gross value of industrial output (GVIO) grew 12.9 percent over the 
year, although GVIO growth slowed in the fourth quarter. This 
braking action may be attributable to government programs aimed at 
cutting back excessive production in sectors having an unhealthy 
buildup of inventories. While state enterprise output growth, at 
9.2 percent was steadier than in 1990, it was still outstripped by 
the output growth of the collective (18 percent) and private 
sectors (24 percent). Foreign-funded enterprises also continued to 
see rapid growth (55.8 percent). On the agricultural side, the 
gross value of agricultural output (GVAO) was affected somewhat by 
the severe floods of mid-1991. GVAO grew by 3 percent during 1991, 
down from the 1990 annual growth rate of 6.9 percent, but still 
laudable considering the comparison years. Grain preduction 
declined by 2.5 percent from 1990's record crop, largely the result 
of the 1991 floods. However, cotton, sugar cane, and fruit 
production all increased rapidly. 


Prices: still under control, but a danger of overheating: Prices 
throughout 1991 were steady, with an annual retail price increase 
of approximately 3 percent and a fourth quarter 1991 price increase 
of 4.2 percent. Price levels have risen more quickly in early 
1992, with first quarter prices up 5 percent over the same period 
in the previous year. This index represents an aggregate for rural 
and urban prices; prices in major urban centers are notably higher, 
reaching double-digits in Beijing, Shanghai, Tianjin and Guangzhou. 
Many economists worry about overheating, a real possibility in 
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1992. Retail sales at the end of 1991 were up 14.2 percent over 
end-of-year 1990. GVIO growth in early 1992 reached 18 percent, 
and investment soared, growing at almost 33 percent during the 
first quarter of 1992. Much of this investment was directed at 
necessary technological upgrading. But, by Chinese count, much was 
"non-productive investment," resulting from lower bank interest 
rates and a loosening of controls on bank lending during 1991, as 
well as a removal of curbs on non-productive investment originally 
put on as part of the three-year retrenchment program. This 
monetary activity has led to a rapid growth of the money supply 
over the last 18 months, which has been ameliorated only by the 
high rate of individual saving. On price reform, grain prices were 
raised in early 1992, and there have been indications that the 
State Price Bureau would raise prices on other basic commodities 
and industrial inputs at mid-year. 


Even though much of this liberalization is needed, the authorities 
have insufficient levers as yet to fine-tune monetary policy. 
Interest rates are fixed by Beijing; government borrowing needs are 
high as a result of large budget deficits; and banks are not 
permitted to behave as rational economic actors because of 
excessive directed lending programs. The American Embassy believes 
inflation should be closely monitored throughout 1992 and early 


1993, all the more so because of the serious fiscal problems 
discussed below. 


Fiscal problems still weigh heavy on government minds: The Chinese 
consolidated budget deficit is growing at a rapidly increasing 
rate. The 1991 "hard" budget deficit (calculated according to IMF 
methodology) was 66.6 billion yuan, equivalent to 3.4 percent of 
GNP. The American Embassy projects that China's 1992 budget 
deficit could reach 4 percent of GNP. Expenditures are still 
growing more rapidly than revenues, and tax evasion is reportedly 
an increasingly serious issue. While much of government spending 
was directed towards potentially productive ends such as 
technological upgrading of state enterprises, a large and growing 
portion went towards government administrative costs and defense 
spending. Overzealous spending by provinces has also added to 
national fiscal worries. Expenditures on enterprise and consumer 
price subsidies accounted for approximately 25 percent of total 
revenue. The government, beginning in 1992, is hoping to control 
recent rapid spending on capital construction projects by creating 
a separate "capital construction budget," which will highlight the 
funding and borrowing necessary to support these expenditures. 


Overall, the deficits were largely financed by domestic debt 
issuance rather than by money creation; positive real interest 
rates and a stable environment made the forced sales of government 
bonds largely unnecessary. But the repayment of this debt is an 
emerging problem -- the government borrowed a greater than intended 
amount in 1991, largely to service the peak debt repayment period 
this year (due to a bunching of maturities stemming from imperfect 
debt management in the late 1980s). High rural and urban savings 
levels made this large borrowing possible, but the government notes 
that borrowed funds need to be used more effectively. 
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External sector -- China's strong suit: China's global trade 
surplus in 1991 dropped slightly to $8.1 billion (down from nearly 
$9 billion in 1990). This drop was due to an increase in imports 
(from $53.4 billion to $63.8 billion during 1991), rather than a 
drop in exports (which rose from $62.1 billion to $71.9 billion). 
Given the rapid growth of China's foreign exchange reserves (from 
$27.8 billion at the end of 1990 to $44 billion at the end of 
1991), growth in imports can be expected to continue in 1992 -- 
which is good news for present and potential exporters to China. 
The trade account has also been helped by the slow but steady 
devaluation that has occurred since China went to a managed float 
exchange rate system in January 1991. As of May 1, 1992, the 
official exchange rate was 1 U.S. dollar equals 5.51 yuan, still 
below the average swap center exchange rate of 6.1 yuan to the 
dollar. Tourism receipts and visitor figures have also continued 
to grow, passing pre-Tiananmen levels. 


China enjoyed a current account surplus of nearly $12 billion in 
1990, a remarkable turnaround from the 1989 deficit of $4.3 
billion. Although official figures have not been released, the 
American Embassy is predicting a similar performance in 1991, again 
due to trade-led growth and an upsurge in tourism. China has 
pursued a policy of beefing up its foreign exchange reserves in 
recent years, partly to meet a foreign debt repayment bulge, and 
partly to allow it to increase needed imports. As part of the new 
reform efforts, import levels continue to rise for commodities that 
the government considers necessary, given the comfortable reserve 
cushion that now exists; China's reserves provide an estimated nine 
months of import cover. 


The World Bank resumed normal lending to China in January 1990. 
The Asian Development Bank (ADB) recently announced that it 
expects to increase loans to China by 40-60 percent during 1992. 
ADB lending would go primarily to support development in 
infrastructure, energy, financial, and environmental sectors. 
Bilateral government-to-government lending to China picked up in 
1991. The Chinese have announced approximately $4 billion in 
preferential loans from foreign governments during the year. 
China's officially announced external debt reached $56 billion at 
the end of 1991. This level of debt is equal to approximately 16 
percent of GNP or 78 percent of annual merchandise exports. Debt 
service payments were estimated at $8 billion in 1991, equal to 11 
percent of export earnings. 


Foreign investment in China is booming. 1991 was China's best year 
ever, with a total of almost $12 billion committed in new contracts 
during 1991, an 85.6 percent jump from the 1990 total. Preliminary 
figures from the first quarter of 1992 show that last year's 
upsurge in investment increased even more rapidly in the first 
quarter of this year. There were substantial increases from all 
the major foreign sources in 1991, including Hong Kong, Taiwan, the 
European Community, Japan, and the United States. Although up 
significantly, the United States dropped to fifth place in overall 
investment for the year -- behind Hong Kong, Taiwan, Germany and 
Japan. Despite this drop, the United States still has the second 
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largest investment stake in China, behind Hong Kong, at 
approximately $5 billion. 


National People's Congress gives green light to reforms: The 
National People's Congress (NPC) session held in March 1992 
confirmed the reformist guidelines reiterated by senior leader Deng 
Xiaoping. This trend first became evident towards the end of 1991, 
when Premier Li Peng declared the retrenchment period to be over 
just prior to the fall party work conferences. Officially 
sanctioned comments urging faster economic reforms grew in number 
as Deng took his tour of economically advanced southern China in 
February 1992. The current debate within the economic leadership 
focuses not on whether to move ahead with reforms, but how to 
proceed. 


The Chinese Communist Party is scheduled to hold its 14th Party 
Congress this fall. The meeting is likely to result in personnel 
changes and policy declarations that will shape China's economic 
course for many years to come. With this in mind, and given the 
recent experience of three years of retrenchment after economic 
overheating in 1988, economic policymakers are taking a somewhat 
technocratic attitude towards 1992's economic policies. The March 
1992 National People's Congress put forward what, by Chinese 
standards, is a conservative economic policy regime for the current 
year: GNP growth of 6 percent and price rises limited to 6 percent 
annually. China's economic growth in the eighties has been 
characterized by cycles of rapid growth and high inflation followed 
by slower growth and consolidation. There are signs that, if not 
carefully monitored, China could be on the verge of another such 
round. There is widespread agreement that industrial reform, 
combined with fewer centrally planned industrial and microeconomic 
targets, will be the key to success. The sanctity of state 
ownership will for the time being be upheld, but interest in 
"stockification" is growing as a potential answer to improving 
enterprise management. Beijing also appears ready to expose state 
enterprises to more competitive forces through changes in state 
planning, welfare, and tax policies, as well as greater market 
orientation in domestic banking operations. 


China has set itself an ambitious agenda for reform. It remains to 
be seen whether or not the authorities can implement it ina 
coordinated fashion. A key challenge is to move ahead on freeing 
the economy while confronting the difficulty of implementing 
reforms in one area without throwing askew policies in another. 
Government coffers are strained by subsidies for enterprises. 
There is some concern that provincial governments may be carried 
away with reformist zeal and ignite another round of inflation. 
The race is on between the government's enterprise and social 
reforms and the onset of another boom-bust cycle. Government 
policies must begin to improve the efficiency of state-run 
enterprises; find some way of more equitably spreading the welfare 
burden among the enterprise, the government, and the individual; 
and improve the economy's response to market signals. Otherwise, 
duplicative and non-productive investment and subsidies will drain 
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the government's resources and could pump too much money into the 
economy. 


The Embassy estimates that GNP will grow in 1992 by 7-9 percent (in 
other words, that growth will exceed the government's plan). Real 
industrial growth (GVIO) will be approximately 12 percent. 
Agriculture (GVAO) will see real growth of 3 percent. The 
government has indicated that agricultural reform will be 
emphasized in 1992. Foreign exchange reserves will peak in 
mid-1992 as import levels increase. The Embassy predicts 1992 


import levels of $71 billion; exports will reach approximately $83 
billion. 


Inflationary pressures will increase as further price reforms are 
implemented, as urban wages continue to increase, as government 
borrowing continues its rapid growth and as the money supply 
continues to increase rapidly. Increasing import levels will add 
to inflationary pressures, particularly given the demand overhang 
evident in the high levels of savings. Reforms will continue in 
the industrial sector, the price system, and possibly in housing 
markets. Given concerns over the budget deficit, there will likely 
be new reforms in the financial area. New stock markets might open 
(perhaps in Tianjin and Guangzhou), aimed at weaning enterprises 
from bank credits and tapping into national savings. There is the 
possibility of a new accounting law being drafted during the year. 
The central bank (the People's Bank of China) may see its oversight 
powers strengthened. The taxation structure will continue to 
undergo reforms aimed at introducing a value-added tax and 
rationalizing other corporate taxes. 


IMPLICATIONS FOR THE UNITED STATES 
The United States: China's Number One Market 


U.S.-China bilateral trade totalled $25.2 billion in 1991, 
according to U.S. Department of Commerce statistics. The 26 
percent growth in bilateral trade was significantly stronger than 
the growth rate of China's global trade. Exports to the United 
States grew faster than global exports while imports from the 
United States essentially kept pace with imports from other 
suppliers. The United States had a 1991 trade deficit of $12.7 
billion with the PRC, second only to the U.S.-Japanese trade 
deficit. China is the sixth largest exporter to the United States; 
the United States, according to Commerce statistics, was China's 
largest trade partner in 1991. 


U.S. exports to China were $6.2 billion in 1991, up 29.2 percent 
from 1990. In spite of flooding in some regions, bumper harvests 
depressed Chinese demand for imported grain; U.S. grain sales to 
China--long a staple of bilateral trade--dropped 29.1 percent. 

U.S. sales of aircraft, fertilizer, cotton, electric machinery and 
computers, wood, pulp and paper, professional and scientific 
equipment, iron, and steel continued an upward trend begun in 1990, 
growing between 10 to 40 percent in 1991. The aircraft and parts 
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sector led U.S. exports, with just over $1 billion in sales and a 
growth rate of 44.5 percent compared with 1990. 


Based on U.S. statistics, the United States is China's largest 
market. U.S. imports from China in 1991 totalled $19 billion, up 
29.2 percent compared with 1990. The greatest increases in U.S. 
imports of Chinese goods were registered in toys and games, 
telecommunications and electrical machinery, footwear, and leather 
travel goods, with growth rates between 20 and 70 percent. Textile 
products are still China's number one export to the United States, 
at $3.5 billion, with growth rates of only 7.5 percent in 1991, 
albeit on a large volume. 


Chinese sales to the United States continued to boom in early 1992. 
Imports from China were up 38.4 percent in the first two months of 
1992 compared with the same period in 1991; U.S. exports to China 
increased 11.1 percent. The United States could register a $17 
billion trade deficit with China in 1992. 


Both the U.S. bilateral trade deficit and U.S. imports from China 
are likely to increase in the years ahead. China faces import 
restrictions in many markets and has self-imposed limits on raw 
materials exports. It will, therefore, focus its export efforts on 
the United States -- its most lucrative and accessible market for 
sales of manufactured products, while seeking new markets in Asia, 
Europe, and among developing nations. 


The United States will continue to be one of China's primary 


suppliers of raw materials, chemicals, and agricultural products. 
These are products that China needs to make up for domestic 
shortfalls and to meet industrial and agricultural production 
targets. Bumper harvests will, however, reduce the prospects for 
grain and cotton sales in the near-term. 


As part of China's policy of reforming its economy and opening up 
to the outside world, and in furthering its application to join the 
GATT, China has adopted some measures to liberalize its market. 
Nonetheless, access to China's market continues to be problematic. 
In recent years, China has relied increasingly on restrictive 
measures such as high tariffs, import bans, import licensing 
requirements, import substitution policies, and pervasive use of 
unpublished directives to manage its foreign trade. In October 
1991, the United States initiated a Section 301 investigation of 
China's market access barriers. At the conclusion of a year long 
investigation, the U.S. and China signed a Memorandum of 
Understanding which provides for the phased elimination of non- 
tariff barriers on key U.S. exports and tariff reductions in 
certain sectors. 


U.S. exporters of machinery and electronic equipment frequently 
face stiff competition from third country suppliers, whose sales 
are often backed by government-financed soft loans. Competition 
has intensified as the European Community and others have resumed 
soft loan programs suspended in 1989. Prospects exist for sales 
related to development of China's priority sectors (transport, 
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communications, raw materials, and energy) and for inputs in 
projects with multilateral and Japanese untied concessional 
financing. 


China's failure to provide adequate and effective protection of 
intellectual property rights led to a Special 301 investigation of 
these practices in 1991. Specific-areas of concern to the United 
States included the lack of adequate and effective protection for 
U.S. copyrighted works, including computer software, and the 
absence of product patent protection for U.S. pharmaceuticals and 
chemicals. The United States and China signed a Memorandum of 
Understanding in January 1992 which addressed these issues and 
concerns, after which the investigation was concluded. 


Other factors also influence the bilateral trade environment. 
China's status as a most-favored-nation trading partner of the 
United States must be renewed annually. Strict limits on export of 
military-related equipment to China imposed in June 1989 remain in 
place. Sales of advanced technology items to China remain subject 
to U.S. national security and COCOM controls. U.S. legislation 
also prohibits virtually all sales of nuclear-related technology 
and equipment to China. Human rights concerns, exports of Chinese 
goods made with prison labor, and illegal textile transshipments 
all influence the bilateral trade environment. 


U.S. Investment in China: Shifting Patterns 


U.S. companies have entered agreements to establish more than 1,700 
equity joint ventures, contractual joint ventures, and wholly 
foreign-owned enterprises in China. U.S. investment stalled 
following the Tiananmen Incident, falling 44 percent in 1990 from 
the previous year. In 1991, however, U.S. companies signalled 
their continued interest in China by concluding investment 
contracts for $548 million, a 53.5 percent increase over 1990. The 
average size of contracts continues to be relatively small, at less 
than $800,000 per project. 


U.S. businesses invest in China for a variety of reasons. By 
establishing a manufacturing joint venture, many U.S. firms hope to 
overcome difficulties related to Chinese foreign exchange controls 
and restrictions on imports. In certain industries, such as 
aerospace, U.S. companies have set up ventures to produce 
components and other products that can be exported to meet Chinese 
countertrade requirements. Many investors in the coastal regions 
have taken advantage of China's relatively well-educated, low-cost 
labor force to produce for export. The dominant motivation for 
U.S. investors is to gain access to China's domestic market. 
Certain U.S. companies have been very successful in the domestic 


consumer market, tapping consumer demand for high-quality consumer 
goods. 


Nearly half of U.S. investment projects in China involve light 
manufacturing, with the majority of these being in electronics. 
Next in importance is agriculture and food processing. In terms of 
the size of investment, the largest investments are in the 
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petrochemical, tourism, and transportation sectors. There are 
signs that Beijing's previous restrictions on foreign capital 
participation in the development of inland oil reserves may soon be 
relaxed, which could markedly expand U.S. commercial involvement in 
China's oil sector. Restrictions on foreign investment in service 
industries are also being loosened for investments in areas such as 
department stores, insurance, and banking. 


Chinese investment in the United States is growing. In mid-1991, 
its current value was estimated at approximately $400 million. The 
United States has a bilateral tax treaty with China. There is no 
bilateral investment treaty. 


Although official Chinese policy encourages foreign investment, 
actual conditions faced by investors are often difficult. In many 
cases, prolonged and costly contract negotiations precede a lengthy 
process of bureaucratic approval. This suggests that, in general, 
foreign investors in China should have deep pockets and an ability 
to withstand delays and cost overruns. Moreover, because the 
Chinese currency is inconvertible, investment projects must be 
structured in a way that will allow them to balance their foreign 
exchange receipts and expenditures (including the foreign partner's 
share of profits to be remitted out of China), which means that 
most ventures are export-oriented -- though other creative 
solutions to the foreign exchange problem are sometimes possible. 


Investors must also learn to cope with the opacity and occasional 
arbitrariness of the Chinese centrally planned economy and a less 
than complete legal system. In practice, lack of experience has 
led to misunderstandings and unrealistic expectations on both 
sides, and resolution of operational problems has tended to be ad 
hoc. In response to frequent criticism of its investment climate, 
the PRC Government continues to promulgate new regulations and take 
other steps to improve the situation. 


Best Prospects for U.S. Equipment and Technology Exports 


Although much of the power of decision regarding procurement in 
China has devolved from the center to the end-user, the priority 
market sectors in which imports of foreign technology and equipment 
will be favored are still determined by the central authorities in 
Beijing. According to the eighth five-year plan, China is now 
channeling state investment and foreign loans into the development 
of these key sectors: 


agriculture and water conservancy; 

energy and raw materials industries; 
transportation and telecommunications; and 
the electronics industry. 
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The following sectors are being targeted for technological 
upgrading and renovation programs: 


oO energy-saving techniques and equipment in the following 
industries: steel, non ferrous metals, building materials; 
and other heavy materials industries: and 


technical upgrading and refurbishing in electronics, 
communications equipment, light manufacturing equipment, 
textiles, packaging equipment, medicines, chemical industry, 
pesticides, and other agricultural chemicals. 


American companies are competitive and have good prospects in 
several of these sectors. Top prospects for U.S. exports are: 


° Aircraft and Parts: The United States is currently the 
number one supplier of aircraft to China, which has ambitious 
plans to expand its civilian fleet. The most promising 
products are wide-body jets, 100-200 passenger jets, and 
aircraft parts. 


Agricultural and Industrial Chemicals: In the agricultural 
field, urea imports, now favored, will be phased out as state 
investment raises domestic production capacity. Business 
opportunities will shift accordingly from trade to 
investment. Investment will be emphasized in industrial 
chemicals as well, as China moves to eliminate its dependence 
on imports over the next several years. These trends will 
lead to new opportunities in agricultural and industrial 
chemical production machinery. 


Oil and Gas Machinery and Services: Demand for these 
products will rise as offshore petroleum discoveries move 
into production. Major onshore discoveries in the Tarim 
Basin area promise future investment in production and 
pipeline facilities. 


Mining and Construction Equipment: The current strong 
emphasis placed on energy will translate into equipment sales 
opportunities, especially for open-pit mining equipment and 
boring and sinking machinery and parts. Large-scale 
construction projects will create opportunities for sales of 
dump trucks, earthmoving, and road-paving equipment. 


Computers and Peripherals: Continued strong Chinese demand 
combined with recently eased COCOM restrictions on technology 
trade create increased opportunities for U.S. computer 
companies. The strongest prospects in this sector are 


workstations, 386 and 486 personal computers, printers, and 
networking products. 





